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NATIONAL INSURANCE BILL 1971 

REPORT BY THE GOVERNMENT ACTUARY ON 
THE FINANCUL PROVISIONS OF THE BIIX 

To the Right Hon. Sir KEITH JOSEPH, M.P., 

Secretary of State for Social Services. 

Sir, 

I submit the following report on the financial provisions of the National 
Insurance Bill 1971. 

1. The Bill provides for changes in benefits and contributions under the 
National Insurance and Industrial Injuries Acts to come into force at dates 
to be appointed by the Secretary of State. It has been announced that the 
main changes are to take effect in the week beginning 20th September 1971 
and this has been assumed for the purpose of the financial estimates in this 
report. The provisions of the Bill are described in detail in an explanatory 
memorandum (Cmud. 4652); the principal changes are summarised below. 



National Insurance 



Benefits 

2. It is proposed to increase the main weekly rates of benefit by £1-00 to 
£6-00 for a single person and by £1-60 to £9-70 for a married couple with an 
additional increase of 25p for retirement pensioners over age 80; there will be 
consequential increases in other weekly rates. A summary of the principal 
rates of benefit before and after the proposed changes is given in Appendix 1. 

3. The Bill provides for a new benefit to be known as invalidity pension to 
repiace sickness benefit for persons who have qualified for this benefit for at 
least 28 weeks in a period of interruption of employment. In most cases the 
benefit will be at the same rate as sickness benefit but, in addition, an invalidity 
allowance will be payable at a rate varying from 30p to £1-00 a week according 
to the age on falling sick, provided that this was at least five years before the 
minimum pension ages of 65 (men) and 60 (women). The allowance will be 
payable as long as title to invalidity pension remains and, if still in payment 
at minimum pension age, will continue as an addition to retirement pension. 

4. Invalidity pension for married women who qualify for the benefit will be 
at the full standard rate of £6-00 per week in addition to any invalidity allowance. 
Allowances for dependent children of invalidity pensioners will be at the higher 
rates payable to widows and this scale will in future apply also to any children s 
allowances to retirement pensioners. 

5. At present an addition to the standard rate of benefit on account of a 
dependent wife is payable only if the wife’s earnings do not exceed the amount 
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of the addition (£3 '70 after the proposed increase). The Bill provides that 
this condition shall not in future be applied in respect of retirement and 
invalidity pensioners. In its place it is proposed that the addition for a 
dependent wife should be subject to deduction in respect of the wife’s earnings, 
on the basis of the earnings rule applied to retirement pensioners within five 
years after minimum retirement age. Changes in this earnings rule are also 
proposed in the Bill and would result in benefit being paid in full as long as 
weekly earnings do not exceed £9-50. 

6. It is proposed to improve the scale of increments to fiat-rate retirement 
pension for persons who defer retirement and continue to pay contributions 
after minimum pension age. In future an increase of 6p would be secured 
for every 9 contributions paid with an increase of 3p in the pension of a wife 
on the husband’s insurance. These changes represent an improvement of 
20 per cent, compared with the present scale. 

7. Changes are also proposed in the earnings-related supplements to 
unemployment and sickness benefit and widow’s allowance. Instead of the 
present formula of one-third of the average weekly earnings in the relevant 
tax year falling in the range £9 to £30 a week, the supplements will be calculated 
as one-third of average earnings in the range £10 to £30 a week, together with 
1 5 per cent, of earnings in the range £30 to £42 a week. It is assumed that the 
change will be applied to new claims arising on or after the first Monday in 
May 1973. 

Contributions and Exchequer Supplements 

8. The extra contribution income required for the National Insurance Fund 
will be obtained almost entirely from increases in graduated contributions. 
It is proposed to raise the upper limit of earnings on which graduated contribu- 
tions are payable from £30 to £42 a week and to increase the rate of contributions 
on earnings over £18 a week from 3-25 per cent, to 4-35 per cent, for both 
employees and employers. The present contributions on earnings between 
£9 and £18 a week will remain unaltered, so that the total graduated contribu- 
tions for persons fully participating in the scheme will be 4-75 per cent, a side 
on earnings between £9 and £18 a week and 4-35 per cent, on earnings between 
£18 and £42. The graduated contributions on earnings between £9 and £18 
a week will, as now, be reduced to 0-5 per cent, a side for persons who are 
contracted out. The extra amounts of graduated contribution will give title 
to graduated pension on the present formula. 

9. Graduated contributions are not paid by self-employed or non-employed 
persons but there will be increases in flat-rate contributions for these classes. 
For employed persons the total flat-rate contributions for national insurance 
and industrial injuries will remain unaltered but there will be small increases 
in the amounts payable for industrial injuries to meet the cost of the improve- 
ments in benefits under that scheme, with corresponding reductions in the 
contributions for national insurance. The proposed changes in contributions 
for adults are shown in Table 1 and a summary of the new flat-rate contributions 
is given in Appendix 2. 
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Table 1 



Proposed changes in flat-rate* contribution for adults 







Man 






Woman 






National 
Insurance , 


Industrial 
Injuriest i 


Total 


National 

Insurance 


Industrial 

Injuriest 


Total 


Employed person* : 


P 


P 

1 


P 


P 


P 


P 


Insured person 


- 0-4 


-1-0-4 


— ' 


- 0-7 


4-0-7 





Employer 


- 1-0 


+1-0 


— 


- 1-2 


-I-1-2 


— 


Self-employed person ... 


+26-0 


- 


+26*0 


+22-0 


_ 


+22-0 


Non-employed person ... 


+21-0 


_ 


4-21-0 


4-16-0 


- 


-M6-0 



» For employed persons with earnings of £18 a week or over there will be increases in 
graduated contributions of up to 65p a side (see paragraph 8). 



tThe changes in the contributions to the Industrial Injuries Scheme for each class of 
contributor have been fixed so as to eliminate the fractions of a new penny in the present rates 
which have arisen from the change to decimal currency. 

10. The changes in flat-rate contributions will give rise to corresponding 
changes in Exchequer supplements under Section 7 of the National Insurance 
Act 1965, and it is proposed that the additional payments from the Exchequer 
under Section 1(4) of the National Insurance Act 1969 should be increased to 
£135 million for 1971-72 and 1972-73 and to £185 million for 1973-74 and 
subsequent years. It is estimated that these amounts would be sufficient to 
keep the total Exchequer contribution to the scheme over the next three years 
at 18 per cent, of the contributions from insured persons and employers, about 
the same proportion as in recent years. 

The financial effect of the changes 

11. Table 2 shows estimates of income and outgo under the National 
Insurance scheme for the next three years. It is the intention that retirement 
pensions and related benefits should be reviewed every two years and adjusted 
to preserve at least their purchasing power if prices rise. It is to be expected, 
therefore, that in the normal course further changes in benefits and contributions 
will be made during 1973-74. 

12. A review of the structure and finances of the scheme is in progress and 
in these circumstances long-term projections have not been prepared for the 
present report. 

13. The balance of income and outgo over the period covered by this report 
will depend materially on the levels of earnings which will have a significant 
effect on the yield of graduated contributions, but the eifect on the outgo on 
benefits will be comparatively small. It is thus necessary in the estimates to 
take some account of future movements in earnings, but this factor, like the 
level of unemployment, is not susceptible to actuarial assessment. I have been 
instructed to assume for purposes of illustration that from September 1971 
earnings will rise at the average rate of the last five years (8 per cent, per annum) 
and that unemployment will be at the seasonally adjusted level ruling in the 
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first quarter of 1971 (660,000). Indications of the financial effect of variations 
in these factors are given in a footnote to Table 2. The bases of other factors 
entering into the calculations are discussed in paragraphs 18 to 21 below. ■ 



14. The estimates have been based on the assumption that the proposal to 
discontinue entirely the payment of unemployment and sickness benefit for the 
first three days of a period of interruption of employment under Clause 7 of 
the Social Security Bill now before Parliament will become law and will take 
effect from the beginning of July 1971. 

Table 2 

Projected income and outgo of the National Insurance Fund on the 
illustrative assumptions that earnings increase by 8 per cenL 
per annum and the number of registered unemployed is 660,000* 

£ million 





1971-72 


1972-73 


1973-74 


Income: 

Contributions from insured persons and employers : 
Flat rate: 

At present rates 

Increases due to proposed changes (net)t 
Graduated : 

At present rates (including “ payments in heu ”) 
Increases due to proposed changes 


1,455 

-1 

920 

182 


1,442 

6 

973 

475 


1,426 

6 

1,017 

543 


Total 


2,556 


2,896 


2,992 


Exchequer supplements: 

On flat-rate contributions; 

At present rates 

Increases due to proposed changes !' 

Additional payments: 

Under existing legislation ... 

Proposed increases ' 


356 

45 

90 


353 

3 

45 

90 


349 

3 

45 

140 


Total 


491 


491 


537 


Interest 


50 


50 


50 


Total Income 


3,097 


3,437 


3,579 


Outgo: 

Benefits: 

At present rates 


2,673 


2,711 


2,782 


Increases due to proposed changes 


286 


537 


557 


Transfer to Northern Ireland 


16 


19 


19 


Administration 


115 


130 


145 


Total Outgo 


3,090 


3,397 


3,503 


Excess of income over outgo* 


7 


40 


76 



* A higher rate of increase in earnings would improve, and a lower rate would worsen, the 
position of the Fund to the extent of about £11 million in 1972-73 and about £23 million in 
1973-74 for each change of one in the percentage rate assumed. A change of 100,000 in 
the assumed level of unemployment would alter the balance of income and outgo by about 
£60 million in each year. 

t These amounts represent the net effect of the increases in contributions from self-employed 
and non~empIoyed contributors and the switch of a small part of the existing contributions for 
employed persons to the Industrial Injuries Fund. 
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15. The extra expenditure on bcnehts in the first full year, 1972-73, resulting 
from the proposed changes includes £14 million in respect of the allowance of 
25p a week for pensioners over age 80, and £24 million in respect of the improve- 
ments in benefits for the chronic sick; it also takes account of the net saving, 
estimated at about £2 million, from the restrictions, provided for in the Bill’ 
on unemployment benefit to certain occupational pensioners over age 60. 
Further details of benefit expenditure are shown in Appendix 3. 

16. Table 2 shows a continuing upward trend in benefit costs, quite apart 
from changes in rates, due mainly to the expected increase in the number of 
pensioners, but this feature is offset by the increases in the yield of graduated 
contributions on the assumption of rising earnings. 

17. Because graduated contributions are collected in arrears with PAYE 
income tax, there will be an unavoidable time lag after the changes in rates 
before any extra receipts from the proposed increases in graduated contributions 
are credited to the Fund. The effect of this on the balance of the Fund will, 
however, be mitigated by the incidence of the additional payments from the 
Exchequer for which provision is made. Although the higher rates of contri- 
butions and benefits will take effect only from the middle of 1971-72, the 
Exchequer payments in 1971-72 and 1972-73 will be the same. This will 
result in the total Exchequer subvention to the scheme being a higher propor- 
tion of the contributions from insured persons and employers in 1971-72 than 
in 1972-73, though for the two years combined the proportion would be at 
the target level of about 18 per cent. 

The recent experience under the scheme and the assumptions for the future 

18. Although the National Insurance Act 1969 waived the requirement for 
a formal quinquennial review of the working of the scheme for the period up 
to 31st March 1969, a detailed analysis of the experience during the years 1964 
to 1968 was undertaken in connection with my report on the financial provisions 
of the National Superannuation and Social Insurance Bill 1969 (Cmnd. 4223); 
the appendix to that report gave particulars of the experience and the assump- 
tions made for the future if the present scheme continued. These assumptions 
have in general been retained for the present estimates but some modifications 
have been made in the light of more recent data. 

Sickness claims 

19. The upward trend in the rates of claim for sickness benefit for men, to 
which reference has been made in previous reports, appears to have halted, at 
least temporarily. The claims in 1968-69, the last year for which detailed 
statistics are available, showed a small increase over 1967-68, but the indications 
are that when allowance is made for the incidence of epidemics there has been 
little further change. In view of the pronounced upward trend over earlier 
years, however, allowance has again been made for some further increase in 
sickness. 

Deferment of retirement 

20. Provisional statistics for 1969 indicate that the proportion of men 
retiring at the minimum age of 65 was the same as in 1968, but for women 
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entitled to pension on their own insurance there appears to have been a further 
move towards earlier retirement. The proportion of men retiring at age 65 
had been increasing for many years and in spite of the experience for 1969 it 
has been assumed that the upward trend will continue. 

Numbers of contributors 

21. Since 1966 there has been a continuous fall in the number of male 
contributors which cannot be accounted for by the estimated changes in the 
size and age structure of the total population. Much of the fall can be 
attributed to the rise in the proportions of young persons remaining in full-time 
education beyond the minimum school-leaving age and to the trend towards 
earlier retirement, but there also appears to have been a small decline in the 
proportions insured at the main working ages. Allowance has been made 
for a continuation of these trends over the period covered by this report and 
for the effects of the raising of the minimum school-leaving age to 16 in 1972. 

Old Persons’ Pensions 

22. It is proposed to increase the rates of old persons’ pensions payable 
under Section 1 of the National Insurance Act 1970 by 60p to £3-60 for single 
persons and by 95p to £5-80 for married couples. It is also proposed to 
extend the payment of these pensions to all people over age 80 who are not 
at present entitled to any national insurance pension. The number of persons 
benefiting from this extension cannot be accurately assessed and the cost can 
therefore only be calculated approximately. The expenditure on all old 
persons’ pensions, allowing for the proposed increases and the 25p age addition 
which will also be payable, is estimated at £23 million in 1971-72, £27 million 
in 1972-73 and £22 million in 1973-74. The cost of these pensions is met from 
the Consolidated Fund. 



Attendance Allowance 

23. The attendance allowance for the severely disabled under the 1970 Act 
will be payable from 6th December 1971. The Bill provides for the rate of 
benefit to be increased by 80p to £4-80. On the assumption that 50,000persons 
will receive fte allowance, the expenditure is estimated at £4 million in 1971-72, 
£12 million in 1972—73 and £12 milhon in 1973—74. The cost will be met from 
the Consolidated Fund. 



Industrial Injuries 

24. The Bill proposes increases of £1-00 a week in the standard rate of injury 
benefit and of £T60 a week in the maximum rate of disablement pension, with 
corresponding increases in other rates and in the allowances payable for 
incapacity arising from pre-1948 employment. A summary of the principal 
changes in benefits is given in Appendix 1. Rates of contribution will also be 
increased as indicated in paragraph 9 and Table 1 . There will be consequential 
increases m Exchequer supplements which are one-fifth of the contributions 
from insured persons and employers. 

25. The iinprovements in benefits and other changes proposed in the Bill are 
expected to increase the expenditure under the scheme by about £11 million 
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in 1971-72 and about £20 million in 1972-73 and in 1973-74, but this would be 
almost exactly offset by the higher income from the increases in contributions 
and Exchequer supplements. Estimates of the expected income and outgo of 
the Industrial Injuries Fund, after the proposed changes, for 1971-72, 1972-73 
and 1973-74 are set out in Table 3. 



Table 3 

Estimated income and outgo of the Industrial Injuries Fund 

£ million 





1971-72 


1972-73 


1973-74 




99 


107 




Contributions 


106 


Exchequer supplements 


20 


21 


21 


Interest 


18 


1 


18 


Total 


137 


146 


145 




123 


132 


133 


Benefits 


Administration 


13 


14 


15 


Total 


136 


146 


148 


Excess of income over outgo 


+1 


— 


-3 



I am, Sir, 

Your obedient Servant, 
HERBERT TETLEY. 



Government Actuary’s Department, 
7th April 1971. 
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APPENDIX 1 



Mciin rates of National Insurance and 
Industrial Injuries benefits 





Proposed 
weekly rate 


Existing 

rate 


National Insurance Benefits: 


£ 


£ 


Standard rate of unemployment and sickness benefits, 
maternity and widowed mother’s allowances and invalidity 
widow’s and retirement pensions : ’ 






Single person 


6-nn 


5-00 

3*10 


Wife or other adult dependant 


3-70 


Unemployment or sickness benefit : 


Married woman (normal rate) 


4-?n 


3-50 

2*75 


Persons under 18 

Widow’s allowance (first 26 weeks of widowhood) 


3-30 

8-40 


Widow’s basic pension 


1-80 


1-50 


Invalidity allowance payable with invalidity pension, when 
incapacity began before age: 


35 


l-OOl 




45 

60 for men or 55 for women 


0-60 ^ 
0-30 J 


New Benefit 


Attendance allowance 


4-80 


4-00 


Old persons’ pensions : 


Wife 


2-20 


1-85 


Any other person 


3*60 


3-00 


Age addition to retirement pension 


0-25 




Guardian’s allowance 


2-95 


2-43 


Child’s special allowance and increases for childixn of widows 




invalidity and retirement pensioners*: 






First child 


2-95 


2-45 or 1-55 


Second child 


2-05 


1-55 or 0-65 


Any other child 


1-95 


1-45 or 0-55 


Increases for children of all other beneficiaries: 


First child 


1-85 


1-55 


Second child 


0-95 


0-65 


Any other child 


0-85 


0-55 


Maternity grant 


25-00 


25-00 


Death grant (maximum) 


30-00 


30-00 


Industrial Injuries Benefits: 






Injury benefit 


8-75 


7-75 


Disablement benefit (100 per cent, assessment) 


1000 


8-40 


Unemployability supplement 


6-OOf 


5-00 


Special hardship allowance (maximimi) 


4-00 


3*35 


Constant attendance allowance (normal maximum) ... 


4-00 


3-30 


Exceptionally severe disablement allowance 


4-00 


3-00 


Industrial death benefit: 


Widow’s pension during first 26 weeks of widowhood ... 


8-40 


7-00 


Widow’s pension now payable at £5-55 rate 


6-55 


5-55 


Widow’s pension now payable at £1*50 rate 


1*80 


1*50 


Rates for dependent wives arid children are the same as for 
comparable national insurance benefits 







* At present the chronic sick, who will become invalidity pensioners, and retirement 
pensionere receive the lower rates of increase for their children. 



t Invalidity allowances and the higher rate of children’s allowances will be paid as to 
national insurance invalidity pensioners. 
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APPENDIX 2 



Proposed rates of weekly flat-rate contributions for adults 





Contribi 


tion for 


Total 

weekly 

stamp* 




National 

Insurance 


Industrial 

Injuries 


Man: 

Employed (not contracted out): 

Employed person 

Employer 


£ 

0-672 

0-744 


£ 

0-05 

0-06 


£ 

0-88 

2-15 


Total 


1416 


0-11 


3-03 


Employed (contracted out) : 

Employed person 

Employer 


0-792 

0-864 


0-05 

006 


1-00 

2-27 


Total 


1-656 


0-11 


3-27 


Self-employed 

Non-employed 


1-333 

1-033 




1-50 

1-20 


Woman: 

Employed (not contracted out) : 


0-585 


0-04 


0-75 


Employed person 


Employer 


0-638 


0-05 


1-40 


Total 


1-223 


0-09 


2*15 


Employed (contracted out): 


0-665 






Employed person 


0-04 


0-83 


Employer 


0-718 


0-05 


1-48 


Total 


1-383 


0-09 


2-31 


Self-employed 


1-117 





1-25 


Non-employed 


0-807 


— 


0-94 



* Including National Health Service and Redundancy Fund contributions and Selective 
Employment Tax at the rates due to take effect from 5th July 1971. 
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APPENDIX 3 



Projected expenditure of the National Insurance Fund (on the 
illustrative assumptions set out in paragraph 13) 



£ million 





Financial year 


1971-72 


1972-73 


1973-74 


Retirement pensions 

Widows’ benefits and guardians’ allowances 

Unemployment benefits 

Invalidity benefits 

Sickness benefits 

Maternity benefits 

Death grant 

Total benefits 

Transfers to Northern Ireland 

Administration 

Total expenditure 


2,051 

200 

182 

|468 

45 

13 


2,248 

216 

193 

189 

340 

49 

13 


2,311 

214 

198 

194 

358 

51 

13 


2.959 

16 

115 


3,248 

19 

130 


3,339 

19 

145 


3,090 


3,397 


3,503 
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